interest rates charged to them because of the risks in-
volved in defense manufacturing. Not surprisingly,
these companies have trimmed their staffs and forgone
capital investments that could upgrade production capa-
bility and reduce long-term costs.

Applied and administered properly, multiyear pro-
curement could inject new vigor into the industrial base,
particularly at the subcontractor level, where the decline
has been severest. If not used prudently, however, the
approach could exacerbate the problem. Poorly directed
multiyear arrangements could actually lock contractors
and their selected subcontractors into de facto single-
source setups and thus discourage competition. At-
tempts to profit quickly from large-lot orders could also

lead to problems. For example, subcontractors might fill
large, one-time, short-duration orders from primes by
using existing facilities rather than investing in new
capital equipment. Additionally, prime contractors who
sign long-term agreements could develop in-house capa-
bility to produce parts and components, thereby
excluding prospective subcontractors.

DoD can minimize such dangers, though, through ef-
fective contract design and management. For instance,
multiyear arrangements should call for a thorough re-
view of the prime contractor's make-or-buy plan to en-
sure that subcontractors share equitably in any benefits
that accrue. Also, the department needs to devise an ef-
fective means for evaluating the critical subcontractors'
planned production rates so that it can take measures to
protect other subcontractors involved from experiencing
demand fluctuations that discourage capital investment.
Furthermore, by incorporating second-source and dual-
source provisions in multiyear contracts, DoD can spur
expansion of the subcontractor tier and thereby increase
both competition and the number of firms capable of
producing defense-related items,

As it implements multiyear procurement, the govern-
ment must recognize and accept that costs may rise ini-
tially under this approach but that the long-term positive
effect should be well worth the expense. To reap those
benefits, DoD and Congress will have to work together
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to improve the acquisition process so that doing busi-
ness with the government becomes a more attractive
proposition than it is now. DoD must do a better job of
articulating its resource requirements to Congress,
which in turn must overcome political parochialisms
and base its decisions solely on national interest.

Although Congress has expanded DoD's authority to
enter into multiyear agreements, it also has placed so
many restrictions on their use that contracting personnel
are often discouraged from making it part of their acqui-
sition strategy. Of the 14 proposed multiyear programs
contained in the FY 1984 Defense Authorization Act,
only seven won congressional approval. Then-Deputy
Secretary of Defense Paul Thayer estimated that, as a
result, DoD lost out on potential cost savings of $1
billion,

In light of the high visibility accorded multiyear pro-
curement pilot programs, it is extremely critical that
they fare well and realize the expected savings. Wider
adoption of the multiyear approach could mean very
substantial annual savings. Certainly, the savings al-
ready realized on systems such as the MK-46 torpedo
bode well for such projections.

The defense acquisition community is paying close
attention to the multiyear procurement initiative. Will
Congress and DoD cooperate on this issue? Will they
accept the implicit obligation to maintain the stability of
programs that have been placed in multiyear status?
Failure to assure stability will result in reduced savings
and disruption of delivery, consequences that eventually
will lead to loss of congressional, DoD, and private-
sector support of the multiyear approach,

By no means is multiyear contracting a panacea for
all the ills of the defense acquisition system.
Nonetheless, if applied with discretion in the appropri-
ate circumstances, it represents an effective and proven
way to reduce acquisition costs, shorten lead times, and
strengthen the nation's industrial base.
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